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THE RURAL TASK FORCE RECOMMENDATION TO THE FEDERAL-STATE
JOINT BOARD ON UNIVERSAL SERVICE

Valor Telecommunications Enterprises, LLC (VALOR), by its attorneys, hereby
comments on the Recommendation of the Rural Task Force (RTF) to the Federal-State Joint
Board on Universal Service concerning high cost universal service support for rural carriers.
Specifically, VALOR’s comments focus on the RTF’s recommendation concerning support for
rural exchanges that have been sold or transferred. VALOR is a newly formed holding company
whose wholly-owned subsidiary operating companies have purchased various exchanges in
Oklahoma, New Mexico and Texas from GTE Southwest Incorporated (GTE). The study areas
in New Mexico and Texas are classified as rural. The recommendation of the RTF, therefore,

will have a direct effect on the operations of VALOR.

In the Recommendation, the RTF states that it has concerns that Section 54.305 of the
Commission’s current rules, which provides that per-line support for a transferred exchange
remains equal to the per-line amount of support that the seller was eligible to receive prior to the
transfer, limits the ability of acquiring carriers to make new investments to upgrade their
networks. Accordingly, the RTF recommends that the FCC establish a “safety valve mechanism”
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for rural carriers which acquire access lines due to sale or merger that would provide some
additional universal service support for new investments. In developing a safety valve
mechanism, the RTF agreed that certain principles should be applied including the principle that
a mere transfer of ownership should not result in an increase in support. However, where
meaningful new post-transaction investments are made to enhance the infrastructure and improve
service, support to high cost rural exchanges involved in sale/transfer transactions should be

provided.

The RTF also provides an illustration of how a safety valve mechanism would work. As
shown in the RTF’s illustration, the safety valve universal service support would be additional
high cost loop (HCL) support, over and above the support transferable to the study area under the
provisions of Section 54.305. According to the illustration, at the end of the first year of
operations a study area HCL “expense adjustment” would be calculated (the “index year expense
adjustment”). At the end of each subsequent year, a study area HCL “expense adjustment”
would be calculated and compared to the “index year expense adjustment.” Fifty percent of any
positive difference between the subsequent year “expense adjustment” and the “index year
expense adjustment” would be designated as the safety valve adjustment and would be provided
as universal service support to the study area in addition to amounts available under Section
54.305. However, the sum of the safety valve adjustments for all study areas would not exceed 5

percent of the indexed HCL fund cap for Rural Carriers.

VALOR supports the RTF’s general recommendation that a safety valve should be
developed to allow acquiring rural carriers to receive universal service support to offset the
inf-astructure improvements made after the sale or transfer of lines. As indicated by the RTF,

Section 54.305 of the Commission’s current rules limits the ability of acquiring carriers to make



the necessary investments to upgrade networks and to ensure that customers in rural areas have
access to services that are comparable to those in urban areas. Similar concerns with Section
54.305 were recognized by the Joint Board in its recent Recommended Decision concerning
hold-harmless universal service support, in which the Joint Board stated that the rule has
“negative consequences” with regard to transfers of exchanges between carriers that are not both
receiving support based on the forward-looking mechanism because it “prevents the acquiring
carrier from receiving an amount of support related to the costs of providing supported services

in the transferred exchange.”'

VALOR, which purchased predominantly small, rural exchanges, with low teledensity
and high costs in the states of Texas and New Mexico, is a case in point. Although Section
54.305 limits VALOR’s high cost support to the amount received by GTE, VALOR is
committed to not only maintaining universal service but also to providing new technology and
services to these remote exchanges at just and reasonable rates. For example, VALOR’s planned
capital expenditures for the first five years of operation total approximately $83 million in New
Mexico, to improve existing services, support future growth and deploy new enhanced and
advanced services. Specifically, VALOR is investing in local loop infrastructure that will
enhance the quality of basic local exchange service and allow VALOR to provide new service by
freeing up copper pairs and allowing the removal of small pair-gain devices that currently slow
dial-up Internet traffic. VALOR also is upgrading the hardware and software in switches that are
currently incapable of supporting custom local area signaling services (CLASS), such as Caller

ID, call waiting, call forwarding, and three-way calling.
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VALOR is replacing, where necessary, non-fiber facilities and upgrading fiber optic terminals to
accommodate high-bandwidth interoffice transport and high-speed data and other enhanced and
advanced services such as Internet service and digital subscriber line (DSL) service. VALOR
also is deploying modem pools and routers to support local dial-up Internet Access, and, if

necessary, ATM switches to support higher bandwidth services.

Similarly, in Texas, VALOR is upgrading central office switches in order to provide
CLASS services within eighteen months of closing. VALOR committed to deploy DSL service
to ten exchanges within eighteen months of closing and, upon receiving a minimum number of
orders, to provide DSL service (or equivalent broadband technology) to any of its other
exchanges within fifteen months of receiving a bona fide request. VALOR also committed to

provide dial-up Internet access to every exchange within eighteen months of closing.

The RTF’s recommendation, which would allow VALOR to recover some portion of
these investments, is consistent with the principle that consumers in rural and high-cost areas
should have access to telecommunications and information services at rates that are reasonably
comparable to those in urban areas. A mechanism, like the one proposed by the RTF, also would
help to alleviate the “negative consequences” of Section 54.305 identified by the Joint Board
namely, that acquiring carriers are prevented from receiving an amount of support related to the
costs of providing supported services in the transferred exchange. The RTF’s recommendation
also is in keeping with the requirements of the Communications Act in ensuring adequate
universal service support for rural areas. VALOR believes, however, that the recommendation
may not allow adequate recovery of new investments and requests that the Joint Board evaluate
whether the fifty percent limitation and the five percent cap on the safety valve adjustment are

consistent with the requirement of ensuring adequate universal service support for rural areas.



CONCLUSION

Based on the foregoing, VALOR urges the Joint Board to adopt the RTF’s
recommendation and develop a mechanism that allows for additional universal service support
for new investments made in connection with acquired lines. VALOR further requests that the
Joint Board consider whether any differing treatment following the sale of exchanges is

warranted.
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